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Notice to Readers
This AICPA Audit Guide was prepared by the AICPA Analytical Procedures
Audit Revision Task Force to assist auditors in designing and performing an-
alytical procedures in a financial statement audit conducted in accordance
with generally accepted auditing standards. Auditing guidance included in
an AICPA Audit Guide is an interpretive publication pursuant to AU sec-
tion 150, Generally Accepted Auditing Standards (AICPA, Professional Stan-
dards, vol. 1). Interpretive publications are recommendations on the application
of Statements on Auditing Standards (SASs) in specific circumstances, includ-
ing engagements for entities in specialized industries. An interpretive publica-
tion is issued under the authority of the Auditing Standards Board (ASB) after
all ASB members have been provided an opportunity to consider and comment
on whether the proposed interpretive publication is consistent with the SASs.
The members of the ASB have found this guide to be consistent with existing
SASs.
An auditor should be aware of and consider interpretive publications applicable
to his or her audit. If an auditor does not apply the auditing guidance included
in an applicable interpretive publication, the auditor should be prepared to
explain how he or she complied with the SAS provisions addressed by such
auditing guidance.
FASB Accounting Standards Codification™
On January 15, 2008, the Financial Accounting Standards Board (FASB)
launched the 1-year verification phase of the FASB Accounting Standards Codi-
fication™ (codification). After the verification period, during which constituents
are encouraged to provide feedback on whether the codification content accu-
rately reflects existing U.S. generally accepted accounting principles (GAAP)
for nongovernmental entities, FASB is expected to formally approve the codi-
fication as the single source of authoritative U.S. GAAP, other than guidance
issued by the Securities and Exchange Commission (SEC). The codification in-
cludes all accounting standards issued by a standard-setter within levels A–D
of the current U.S. GAAP hierarchy, including FASB, AICPA, Emerging Issues
Task Force (EITF), and related literature. The codification does not change
GAAP; instead it reorganizes the thousands of U.S. GAAP pronouncements
into roughly 90 accounting topics, and displays all topics using a consistent
structure. The SEC guidance will follow a similar topical structure in separate
SEC sections.
This edition of the guide has not been conformed to the new codification. AICPA
Audit and Accounting Guides, as well as other AICPA literature, will be con-
formed to reflect the codification after the verification phase and upon formal
approval by FASB.
Defining Professional Requirements
AU section 120, Defining Professional Requirements in Statements on Auditing
Standards, and AT section 20, Defining Professional Requirements in State-
ments on Standards for Attestation Engagements (AICPA, Professional Stan-
dards, vol. 1), which were issued in December 2005, set forth the meaning
of certain terms used in SASs and Statements on Standards for Attestation
AAG-ANP
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Engagements (SSAEs), respectively, issued by the ASB in describing the profes-
sional requirements imposed on auditors and practitioners. The specific terms
used to define professional requirements in these sections are not intended to
apply to interpretive publications issued under the authority of the ASB be-
cause interpretive publications are not auditing or attestation standards. It is
the ASB's intention to make conforming changes to the interpretive publica-
tions over the next several years to remove any language that would imply a
professional requirement where none exists.
In December 2007, the Accounting and Review Services Committee (ARSC) is-
sued AR section 20, Defining Professional Requirements in Statements on Stan-
dards for Accounting and Review Services (AICPA, Professional Standards,
vol. 2), which sets forth the meaning of certain terms used in Statements on
Standards for Accounting and Review Services (SSARS) issued by the ARSC
in describing the professional requirements imposed on accountants perform-
ing a compilation or review of a nonissuer. The specific terms used to define
professional requirements in this section are not intended to apply to interpre-
tive publications issued under the authority of the ARSC because interpretive
publications are not SSARSs. It is the ARSC's intention to make conforming
changes to the interpretive publications to remove any language that would
imply a professional requirement where none exists.
AU section 120, AT section 20, and AR section 20, which were effective upon is-
suance, define the terminology that the ASB and ARSC will use going forward
to describe the degree of responsibility that the requirements impose on the
auditor, practitioner, or accountant in engagements performed for nonissuers.
SASs, SSAEs, and SSARSs will use the words must or is required to indicate
an unconditional requirement, with which the auditor, practitioner, or accoun-
tant is required to comply. SASs, SSAEs, and SSARSs will use the word should
to indicate a presumptively mandatory requirement. The auditor, practitioner,
or accountant is required to comply with a presumptively mandatory require-
ment in all cases in which the circumstances exist to which the presumptively
mandatory requirement applies; however, in rare circumstances, the auditor,
practitioner, or accountant may depart from a presumptively mandatory re-
quirement provided he or she documents the justification for the departure and
how the alternative procedures performed in the circumstances were sufficient
to achieve the objectives of the presumptively mandatory requirement. If a SAS,
SSAE, or SSARS provides that a procedure or action is one that the auditor,
practitioner, and accountant should consider, the consideration of the proce-
dure or action is presumptively required, whereas carrying out the procedure
or action is not.
This guide has been updated as applicable for AU section 120, AT section 20,
and AR section 20. Refer to the Schedule of Changes (appendix E) for additional
information.
Recognition
Harold L. Monk, Jr., Chair
Auditing Standards Board
Analytical Procedures Audit Guide
Revision Task Force (2000–2001)
Charles E. Landes O. Ray Whittington
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Technical Manager
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The AICPA gratefully acknowledges Douglas F. Prawitt for his assistance in
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Guidance Considered in This Edition
This guide has been modified by the AICPA staff to include certain changes
necessary due to the issuance of authoritative pronouncements since the guide
was originally issued. Relevant guidance contained in official pronouncements
issued through March 1, 2008, has been considered in the development of this
edition of the guide. This includes relevant guidance issued up to and including
the following:
• SAS No. 114, The Auditor's Communication With Those Charged
With Governance (AICPA, Professional Standards, vol. 1, AU
sec. 380)
• Interpretation No. 1, "Communicating Deficiencies in Internal
Control Over Compliance in an Office of Management and Bud-
get (OMB) Circular A-133 Audit," which interprets AU section
325, Communicating Internal Control Related Matters Identified
in an Audit (AICPA, Professional Standards, vol. 1, AU sec. 9325
par. .01–.04)
• SOP 07-2, Attestation Engagements That Address Specified Com-
pliance Control Objectives and Related Controls at Entities That
Provide Services to Investment Companies, Investment Advisers,
or Other Service Providers (AICPA, Technical Practice Aids, AUD
sec. 14,430)
• SSAE No. 14, SSAE Hierarchy (AICPA, Professional Standards,
vol. 1, AT sec. 50)
• Interpretation No. 6, "Reporting on Attestation Engagements Per-
formed in Accordance With Government Auditing Standards,"
which interprets AT section 101, Attest Engagements (AICPA, Pro-
fessional Standards, vol. 1, AT sec. 9101 par. .56–.58)
• SSARS No. 17, Omnibus Statement on Standards for Account-
ing and Review Services—2008 (AICPA, Professional Standards,
vol. 2)
• Interpretation No. 29, "Reporting on an Uncertainty, Including an
Uncertainty About an Entity's Ability to Continue as a Going Con-
cern," which interprets AR section 100, Compilation and Review
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of Financial Statements (AICPA, Professional Standards, vol. 2,
AR sec. 9100 par. .120–.129)
• PCAOB Auditing Standard No. 5, An Audit of Internal Control
Over Financial Reporting That Is Integrated with An Audit of
Financial Statements (AICPA, PCAOB Standards and Related
Rules, Rules of the Board, "Standards")
Users of this guide should consider pronouncements issued subsequent to those
in the previous list to determine their effect on entities covered by this guide.
In determining the applicability of a pronouncement, its effective date should
also be considered.
The changes made to this edition of the guide are identified in the Schedule
of Changes (appendix E). The changes do not include all those that might be
considered necessary if the guide were subjected to a comprehensive review
and revision.
Auditing Guidance Included in This Guide
Risk Assessment Standards
In March 2006, the ASB issued SAS Nos. 104–111 (the risk assessment stan-
dards). Collectively, the risk assessment standards establish standards and
provide guidance concerning the auditor's assessment of the risks of material
misstatement (whether caused by fraud or error) in a nonissuer financial state-
ment audit; design and performance of tailored audit procedures to address
assessed risks; audit risk and materiality; planning and supervision; and audit
evidence. The most significant changes to existing practice that the auditor will
be required to perform are as follows:
• Obtain a more in-depth understanding of the audited entity and its
environment, including its internal control
• Perform a more rigorous assessment of the risks of where and how
the financial statements could be materially misstated (defaulting to
a maximum control risk is not acceptable)
• Provide a linkage between the auditor's assessed risks and the nature,
timing and extent of audit procedures performed in response to those
risks
The statements are effective for audits of financial statements for periods begin-
ning on or after December 15, 2006. Early adoption is permitted. See appendix
D in this guide for a more detailed comparison between the risk assessment
standards and the existing standards. This guide has been conformed to the
new risk assessment standards.
For additional guidance on the risk assessment standards, please refer to the
AICPA Audit Guide Assessing and Responding to Risk in a Financial Statement
Audit (product no. 012456) and the AICPA Audit Risk Alert Understanding the
New Auditing Standards Related to Risk Assessment (product no. 022526).
Defining Professional Requirements
As previously stated, this guide has been conformed, as applicable, to the stan-
dards found in AU section 120, AT section 20, and AR section 20, which were
effective upon issuance (December 2005, except for AR section 20, which was
AAG-ANP
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issued in December 2007). These new standards define the terminology that
the ASB and ARSC will use going forward to describe the degree of responsi-
bility that the requirements impose on the auditor, practitioner, or accountant
in engagements performed for nonissuers. Refer to the Schedule of Changes
(appendix E) for additional information.
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Preface
Purpose and Applicability
In 1988, the Auditing Standards Board (ASB) issued Statement on Auditing
Standards (SAS) No. 56, Analytical Procedures (AICPA, Professional Stan-
dards, vol. 1, AU section 329). This AICPA Audit Guide has been prepared
to provide practical guidance to auditors on the effective use of analytical pro-
cedures. Specifically, this guide includes a discussion of SAS No. 56; concepts
and definitions; a series of questions and answers; and a case study illustrating
trend analysis, ratio analysis, reasonableness testing, and regression analysis.
Throughout this guide, SAS No. 56 is referred to as AU section 329. (See "Refer-
ences to Professional Standards" for further information regarding referencing
in this guide.)
This guide also includes illustrations that demonstrate the importance of form-
ing expectations and considering the precision of the expectation, two of the
most misunderstood concepts from AU section 329. The concepts discussed are
applicable for all three stages of the audit (planning, substantive testing, and re-
view). However, this guide focuses principally on how the concepts are applied
to substantive testing because in designing substantive procedures, auditors
ordinarily desire a specified level of audit assurance.
Public Accounting Firms Registered With the PCAOB
Subject to the Securities and Exchange Commission (SEC) oversight, Section
103 of the Sarbanes-Oxley Act (act) authorizes the Public Company Accounting
Oversight Board (PCAOB) to establish auditing and related attestation, quality
control, ethics, and independence standards to be used by registered public
accounting firms in the preparation and issuance of audit reports as required by
the act or the rules of the SEC. Accordingly, public accounting firms registered
with the PCAOB are required to adhere to all PCAOB standards in the audits
of issuers, as defined by the act, and other entities when prescribed by the rules
of the SEC.
References to Professional Standards
In citing the professional standards, references are made to the AICPA Pro-
fessional Standards publication. In those sections of the guide where specific
PCAOB auditing standards are referred to, references are made to the AICPA's
PCAOB Standards and Related Rules publication. Please refer to appendix C
of this guide for a summary of major existing differences between AICPA stan-
dards and PCAOB standards. Additionally, when referencing professional stan-
dards, this guide cites section numbers and not the original statement number,
as appropriate. For example, SAS No. 54 is referred to as AU section 317.
Applicability of Requirements of the Sarbanes-Oxley
Act of 2002
Publicly held companies and other issuers (see definition below) are subject to
the provisions of the Sarbanes-Oxley Act of 2002 and related SEC regulations
AAG-ANP
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implementing the act. Their outside auditors are also subject to the provisions
of the act and to the rules and standards issued by the PCAOB.
Presented below is a summary of certain key areas addressed by the act, the
SEC, and the PCAOB that are particularly relevant to the preparation and
issuance of an issuer's financial statements and the preparation and issuance
of an audit report on those financial statements. However, the provisions of the
act, the regulations of the SEC, and the rules and standards of the PCAOB are
numerous and are not all addressed in this section or in this guide.
Definition of an Issuer
The act states that the term issuer means an issuer (as defined in section 3 of
the Securities Exchange Act of 1934 (15 U.S.C. 78c)), the securities of which
are registered under section 12 of that act (15 U.S.C. 78l), or that is required
to file reports under section 15(d) (15 U.S.C. 78o(d)), or that files or has filed a
registration statement that has not yet become effective under the Securities
Act of 1933 (15 U.S.C. 77a et seq.), and that it has not withdrawn.
Issuers, as defined by the act, and other entities when prescribed by the rules
of the SEC (collectively referred to in this guide as issuers or issuer) and their
public accounting firms (who must be registered with the PCAOB) are subject
to the provisions of the act, implementing SEC regulations, and the rules and
standards of the PCAOB, as appropriate.
Nonissuers are those entities not subject to the act or the rules of the SEC.
Guidance for Issuers
Management Assessment of Internal Control
As directed by Section 404 of the act, the SEC adopted final rules re-
quiring companies subject to the reporting requirements of the Securities
Exchange Act of 1934, other than registered investment companies and cer-
tain other entities (for example, 11-K filers), to include in their annual re-
ports a report of management on the company's internal control over financial
reporting.
Companies that are large accelerated filers or accelerated filers, as defined in
Exchange Act Rule 12b-2, are required to comply with these rules for fiscal
years ending on or after November 15, 2004. Foreign private issuers that are
large accelerated filers or accelerated filers and that file their annual reports
on Form 20-F or 40-F must begin to comply with the rules for the first fiscal
year ending on or after July 15, 2006. Nonaccelerated filers including foreign
private issuers that are not accelerated filers are required to comply with the
rules for the first fiscal year ending on or after December 15, 2007. See the SEC
Web site at www.sec.gov for further information.
The SEC rules clarify that management's assessment and report is limited to
internal control over financial reporting. The SEC's definition of internal con-
trol encompasses the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) definition but the SEC does not mandate that the entity
use COSO as its criteria for judging effectiveness.
The auditor's attestation on the effectiveness of the internal control over finan-
cial reporting is currently required for large accelerated filers and accelerated
AAG-ANP
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filers. For nonaccelerated filers, the auditor's attestation is required for annual
reports for fiscal years ending on or after December 15, 2008.*
Select SEC Developments
The SEC posted an Interpretive Release, Commission Guidance Regarding
Management's Report on Internal Control Over Financial Reporting Under Sec-
tion 13(a) or 15(d) of the Securities Exchange Act of 1934, on June 20, 2007, to
provide guidance for management regarding its evaluation and assessment of
internal control over financial reporting. This guidance is organized around
two broad principles. The first principle is that management should evaluate
whether it has implemented controls that adequately address the risk that a
material misstatement of the financial statements would not be prevented or
detected in a timely manner. This guidance describes a top-down, risk-based ap-
proach to this principle. The second principle is that management's evaluation
of evidence about the operation of its controls should be based on its assessment
of risk. This guidance provides an approach for making risk-based judgments
about the evidence needed for the evaluation.
The SEC also posted a Final Rule, Amendments to Rules Regarding Manage-
ment's Report on Internal Control Over Financial Reporting, on June 20, 2007,
that provides, among other significant provisions, that a company performing
an evaluation in accordance with the aforementioned interpretive guidance also
satisfies the annual evaluation required by Exchange Act Rules 13a-15 and 15d-
15. Among other rule changes, the SEC defined the term material weakness and
revised the requirements regarding the auditor's attestation report on the ef-
fectiveness of internal control over financial reporting to require the auditor to
express an opinion directly on the effectiveness of internal control over financial
reporting and not on management's evaluation process.
In a subsequent Final Rule, Definition of the Term Significant Deficiency, posted
August 3, 2007, the SEC defined the term significant deficiency for the purpose
of implementing Section 302 and Section 404 of the act. By including a definition
of significant deficiency in SEC rules, in addition to the definition of material
weakness, the SEC has enabled management to refer to its rules and guidance
for information on the meaning of these terms rather than referring to the
auditing standards. Readers should refer to the SEC Web site at www.sec.gov
for more information.
Guidance for Auditors
The act mandates a number of requirements concerning auditors of issuers, in-
cluding mandatory registration with the PCAOB, the setting of auditing stan-
dards, inspections, investigations, disciplinary proceedings, prohibited activ-
ities, partner rotation, and reports to audit committees, among others. The
PCAOB continues to establish rules and standards implementing provisions of
the act concerning the auditors of issuers.
* On February 1, 2008, the Securities and Exchange Commission (SEC) issued Proposed Rule
33-8889 that, if adopted, would amend SEC Release No. 33-8760 by deferring for one year the auditor
attestation requirement for nonaccelerated filers required by Section 404(b) of the Sarbanes-Oxley
Act of 2002. Under the proposed amendments, a nonaccelerated filer would be required to provide
the auditor's attestation report on internal control over financial reporting in an annual report filed
for fiscal years ending on or after December 15, 2009. Until then, all nonaccelerated filers would be
required to complete only management's assessment of internal control over financial reporting. Refer
to the SEC Web site at www.sec.gov for further developments on this issue.
AAG-ANP
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Applicability of Generally Accepted Auditing Standards and
PCAOB Standards
The act authorizes the PCAOB to establish auditing and related attestation,
quality control, ethics, and independence standards to be used by registered
public accounting firms in the preparation and issuance of audit reports for en-
tities subject to the act or the rules of the SEC. Accordingly, public accounting
firms registered with the PCAOB are required to adhere to all PCAOB stan-
dards in the audits of issuers, as defined by the act, and other entities when
prescribed by the rules of the SEC.
For those entities not subject to the act or the rules of the SEC, the preparation
and issuance of audit reports remain governed by generally accepted auditing
standards (GAAS) as issued by the ASB.
Select PCAOB Developments
On May 24, 2007, the PCAOB adopted Auditing Standard No. 5, An Audit of
Internal Control Over Financial Reporting That Is Integrated with An Audit
of Financial Statements (AICPA, PCAOB Standards and Related Rules, Rules
of the Board, "Standards"), and an independence rule relating to the auditor's
provision of internal control-related nonaudit services. Auditing Standard No. 5
supersedes PCAOB Auditing Standard No. 2, An Audit of Internal Control Over
Financial Reporting Performed in Conjunction With an Audit of Financial State-
ments (AICPA, PCAOB Standards and Related Rules, Rules of the Board, "Stan-
dards"). The SEC approved the standard on July 25, 2007, and it is effective for
audits of internal control over financial reporting required by the act for fiscal
years ending on or after November 15, 2007. Earlier adoption is permitted at
any point after SEC approval.
Auditing Standard No. 5 is principles-based and is designed to increase the
likelihood that material weaknesses in internal control will be found before they
result in material misstatement of a company's financial statements and, at the
same time, eliminate procedures that are unnecessary. It focuses the auditor on
the procedures necessary to perform a high quality audit and makes the audit
scalable so it can change to fit the size and complexity of any company. Readers
should refer to the PCAOB Web site at www.pcaob.org for more information.
Major Existing Differences Between GAAS
and PCAOB Standards
The major differences between GAAS and PCAOB standards are described both
in part I of volume I of the AICPA Professional Standards and in part I of the
AICPA publication titled PCAOB Standards and Related Rules. Please refer to
appendix C of this guide for a summary of major existing differences between
AICPA standards and PCAOB standards.
AAG-ANP
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